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Bell Atlantic®! hereby submits its Direct Case
addressing the issues raised under "Issue A," overhead loadings,
in the Commission’s Order establishing the issues for
investigation in this proceeding.? Bell Atlantic is not
including a response to "Issue B," regarding maintenance-related
costs, for the reasons discussed below.

The tariff now before the Commission was based upon the
best cost information available at the time it was filed. 1In
addition, at the time of the filing, Bell Atlantic had little
operational experience with virtual collocation. Since shortly
after that filing, however, Bell Atlantic has been conducting a

new study of relevant costs. While that study will not be

* The Bell Atlantic telephone companies ("Bell Atlantic")
are Bell Atlantic-Delaware, Inc.; Bell Atlantic-Maryland, Inc.;
Bell Atlantic-New Jersey, Inc.; Bell Atlantic-Pennsylvania, Inc.;
Bell Atlantic-Virginia, Inc.; Bell Atlantic-Washington, D.C.,
Inc.; and Bell Atlantic-West Virginia, Inc.

’ oOrder Designating Issues for Investigation, DA 95-374
(CCB, rel. Feb. 28, 1995).
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completed until just before June 1, preliminary results show that
the maintenance costs will be significantly lower than those upon
which the rates in original tariff were based.

Based upon this study and its experience with virtual
collocation, Bell Atlantic will develop a revised tariff for
virtual collocation services for filing on June 1, 1995. For
this reason, Bell Atlantic chooses to devote its resources to
developing this new tariff rather than preparing additional
justification for the initially-filed rates. It would not be the
best use of the resources of Bell Atlantic to prepare, or of the
parties or Commission to review, a justification for a tariff
which will never become effective. Instead, Bell Atlantic will
include with its June 1 revised tariff submission the material
required under Issue B in support of that tariff.

During the intervening period, and until the Commission
concludes its review of the revised tariff, Bell Atlantic will
voluntarily accept, beyond the maximum five-month suspension
period, a continuation of the existing virtual collocation tariff
that resulted from the Commission’s partial suspension of its

filed tariff.?

> Ameritech Operating Companies, et al., DA 94-1421 (CCB,
rel. Dec, 9, 199%94).
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The attached Direct Case does, however, demonstrate
that Bell Atlantic’s method of calculating overhead loadings is

just and reasonable.

Respectfully submitted,

The Bell Atlantic Telephone
Companies

By Their Attorney

Lawrence W. Katz

Edward D. Young, III
Michael E. Glover 1320 North Court House Road
Of Counsel Eighth Floor
Arlington, Virginia 22201
(703) 974-4862

March 21, 1995



ISSUE A: ARE THE OVERHEAD LOADINGS ESTABLISHED IN THE LECs’
VIRTUAL COLLOCATION TARIFFS JUSTIFIED?

Bell Atlantic fully justified the ARMIS-based overhead loading
used in the September 1, 1994 filing.' The overhead loading factor
used in that filing is designed to capture the same proportion of
indirect costs that other services in the same service category
incur. This method of calculating overhead expenses has been used

in many new service filings and should be approved here as well.

INFORMATION REQUIREMENT?

(a) All LECs must comment on whether there are additional services
that should be considered comparable services. In particular,
the LECs must address whether a promotional offering should be
considered a comparable service.

Bell Atlantic submitted data on all comparable services in the

September 1, 1994 Tariff Review Plan ("TRP") that accompanied the

tariff filing. No updates are required at this time. Bell

Atlantic does not have any promotional services that should be

considered "comparable" to collocation services.

(b) All LECs must list all of their unit investment components,
and all of the annual cost factors applied to those
components, for DS1 and DS3 virtual collocation services and
comparable DS1 and DS3 services with the lowest overhead
loading.

The component-specific investment amounts for DS1 and DS3

cross-connections and DS1 and DS3 channel terminations are shown on

1

See Transmittal No. 692.

2

Order Designating Issues for Investigation, DA 95-374 at ¢
17 (CCB, rel. Feb. 28, 1995), ("Order").



Workpaper 1. The annual cost factors ("ACFs") used in the inter-
connection studies and the channel termination studies are shown on

Workpaper 2.

({c) All LECs must explain whether the annual cost factors were
applied in the same manner to the investment components for
the virtual collocation services and the comparable services.
If the same factors were not used, LECs must explain the basis
for the differences.

As Bell Atlantic stated previously,® the same basic costing
methodology is used for both interconnection services and standard
Bell Atlantic services. All wvariations from the standard
methodology are clearly explained in the September 1 filing and are
designed to account for the arrangement that is unique to virtual
collocation in which the collocator sells transmission equipment to
Bell Atlantic for a nominal sum.

The financial arrangement with the collocators was accounted
for as follows. Only the maintenance and administration cost
factors were applied to those investment components that were sold
to Bell Atlantic for a nominal sum, i.e., the transmission
equipment included in the connection service rate element and
intra-building cable included in the cable support fee. The
capital cost factors (depreciation, cost of money, and income
taxes) were not applied to these invegtment components because
those costs are borne by the collocator, not Bell Atlantic. This

differs from the comparable service cost studies which apply all

ACFs to each unit of investment.

3 See Transmittal No. 692.



The annual cost factors used in the interconnection services
studies and the "comparable" services studies were developed using
the same methodology. The ACFs used for the interconnection
services studies were developed in 1992, and the comparable
services used 1993 ACFs in the cost studies. The difference due to
the vintage of the ACFs is minimal.®* Refer to Workpaper 2 for a

comparison of the ACFs.

(d) All LECs must list the central office investment and cost
components for each of the comparable DS1 and DS3 sgervices
identified in (b) above. In addition, LECs must determine and
specify the central office investment and cost components for
these two comparable services in a manner that parallels the
virtual collocation TRP "functions.” LECs also must describe
in detail the function served by each of the investment
components they identify for these comparable services.

The investment and cost component detail for DS1 and DS3
comparable services is provided in the requested TRP format on
Workpaper 3. The specific central office equipment investment
components have been provided for DS3 channel terminations but not
for DS1 channel terminations. DS1 channel terminations are
developed by weighting four provisioning scenarios -- copper only,
fiber only, and two mixes of copper and fiber. This makes the
isolation of DSX and OLTM equipment investments unnecessarily

burdensome for DS1, and the resulting numbers would only

demonstrate what 1is already known -- the majority of the circuit

4 In addition, two different digital circuit equipment
accounts were used for collocation and comparable services. The
DS1 collocation study used the 357C digital account and the DS1
channel termination study used the 257C digital account. This
difference is minimal as well.



equipment investment is for transmission equipment.

The TRP "functions" were developed for interconnection
services. Although channel terminations are similar in nature to
cross-connections, they do not parallel all of the activities
required for interconnection services. Therefore, submission of
TRP functions for channel termination services should not be
considered an admission that a direct correlation exists between
interconnection services and channel termination services. A
discussion of each TRP function as it relates to channel
termination services follows:

Provisioning PFunction: This function is not applicable to

channel termination services because the costs identified for

interconnection services are designed to recover costs for
those provisioning activities which are incremental to Bell

Atlantic’s standard procedures for comparable services.

Entrance Function: All cable and cable support facilities for

channel termination services are included in this function.

The cable and supporting facilities required for channel

termination services connect the customer premises and the

serving wire center. Refer to Workpaper 3, pp. 1 and 4.

Termination Function and Maintenance and Repair Function:

Bell Atlantic combined the termination function and the

maintenance and repair function for channel terminations

because the equipment costs for channel terminations which
should be classified as a TRP termination function cannot be

separated from the operating expenses which are classified as



a TRP maintenance and repair function. Bell Atlantic provides
services, not facilities. Service costs include cost
components to maintain and repair those offerings. Therefore,
any attempt to isolate the two functions would create cost
derivations that are not representative of the service
provided. Recurring and nonrecurring functions are provided
on Workpaper 3, pp 2, 3, 5, and 6.

Cross-Connection Function: This function is not applicable to
channel termination services because no special connections
are required between Bell Atlantic’s transmission equipment
and Bell Atlantic’s frame. Interconnection services, however,
require construction of a new route between the collocators'’
equipment and Bell Atlantic’s frame.

Equipment Installation Function: The equipment installation
costs are embedded in the recurring costs for comparable
services. This function is not applicable for channel
terminations because no direct comparison between the
installation of dedicated collocator-specific equipment and

Bell Atlantic network equipment can be made.

The investment components identified on the TRP serve the

following functions:

Circuit Equipment: Circuit equipment performs the
multiplexing function that converts electrical impulses into
lightwave impulses and transmits them over a fiber strand.

Circuit equipment also performs the reverse function of



(e)

(£)

receiving the lightwave impulses and converting them into
electrical circuits.

Cable: Cable is required to connect the circuit equipment
located at the customer’s premises to the circuit equipment
located at the serving wire center. DS1 channel termination
use a combination of aerial and underground copper and fiber
facilities and DS3 channel terminations are provisioned on
underground fiber alone.

Cable Support Facilities: These facilities include the poles
and conduit required to support and encase the cable
facilities described above.

Land and Building: The circuit equipment in the serving wire
center occupies a portion of the land and building associated
with that serving wire center. No land or building investment
is required for the circuit equipment located at the customer

premises.

If a LEC concludes that any of the comparable services
described in the TRP Order should not be considered
comparable, it should explain how the investment components of
those services differ from the investment components of the
corresponding DS1 or DS3 virtual collocation services.

The services listed in the TRP Order are comparable.

All LECs must submit current data detailing the percentage of
DS1 and DS3 channel terminations that are sold without
interoffice mileage. In calculating this percentage, LECs
must include any DS1 and DS3 channel terminations that are
sold in conjunction with a zero interoffice mileage charge.

Bell Atlantic’s billing records indicate that 34 percent of



DS1 circuits are sold without mileage and 77 percent of DS3

circuits are sold without mileage. These percentages were

calculated by querying the billing data base for information on the
configuration of DS1 and DS3 circuits provided by Bell Atlantic.

Bell Atlantic does not have a zero interoffice mileage charge.



INFORMATION REQUIREMENT®

The Bureau requires the LECs to explain in their direct cases how
the public interest goal of fostering efficient competition in
markets for local telecommunications services is advanced if LECs
use average overhead loadings for virtual collocation services
provided to competitors and below-average loadings for service
provided to their own end users.

The ARMIS-based overhead loading factor used to develop the
September 1, 1994 rates is a standard factor used in many new
services filings.® However, this is not the only method used by
Bell Atlantic in setting rates for new services, nor is it
necessarily the preferred method. Bell Atlantic has introduced new
services with rates based on the overhead loadings of comparable
services.” Bell Atlantic has also introduced new services which
have market-based rates, i.e., no overhead loading factor per se
was applied to the unit costs. Rather the rates were set at the
perceived market level.®

Bell Atlantic initially applied a "family of comparable
services" overhead loading factor to the interim collocation rate
elements,’ but modified the permanent collocation offering to

include an average ARMIS-based overhead loading factor at the

request of the Common Carrier Bureau staff. Bell Atlantic’s use of

5 Order at § 19.

¢ See, e.g., Transmittal 626 which recalculated ONA rates in
a manner pursuant to a Commission Order.

" See, e.g., Transmittal No. 700 which introduced Switched

Transport Term Pricing Plans.

® See, e.g., Transmittal No. 736 which introduced InterLATA
Operator Services.

® gee Transmittal No. 540, filed December 21, 1992.

8



a Commission-requested standard overhead loading methodology cannot
reasonably be considered an impediment to competition.

In addition, the overhead loadings of collocated services will
not be used to subsidize services that are provided to Bell
Atlantic’s own end users. The Commission is focusing on the
overhead loadings charged to those customers who sign up for the
longest term plans offered by Bell Atlantic and ignores the
significantly higher loadings assessed to Bell Atlantic’s customers
who select month-to-month services, which are comparable to Bell
Atlantic’'s virtual collocation offering. Bell Atlantic intends
shortly to file term plans for collocation services. The
collocation term plans will reflect the same range of overhead

loadings carried by Bell Atlantic’s comparable term plan offerings.



INFORMATION REQUIREMENT!?
To examine the LECs’ virtual collocation rate elements that may be
used with either DS1 or DS3 level cross-connects, the Bureau

requires all LECs to list the virtual collocation rate elements
they treated as nondedicated in their tariff revisions filed

pursuant to the Virtual Collocation Tariff Suspension Order.

The only nondedicated virtual interconnection rate element
that was subject to the Commission rate adjustment factors was the
cable support fee. Bell Atlantic does have other nondedicated
interconnection rate elements, but they were not addressed in the

Commission’s Suspension Order.

1 Order at § 22.

10



INFORMATION REQUIREMENT!!

(a) LECs must explain why it is reasonable to assign overhead
loadings to nonrecurring charges associated with virtual
collocation services.

Bell Atlantic assesses the same nonrecurring charge ("NRC") to
activate circuits for both collocation customers and channel
termination customers; therefore, any overhead loadings associated
with the circuit activation NRC 1is applied equally to both
collocation customers and Bell Atlantic’s end user customers. Bell
Atlantic generally sets nonrecurring charges equal to costs;
however, in the case of the circuit activation NRC (which is
applied equally to channel terminations and cross-connections), the
costs to activate a DS1 and a DS3 channel termination are the same.
Therefore, the DS3-level NRC rate reflects the wvalue of the
additional capacity of a DS3 circuit as well as the competitive
restraints of the marketplace.

The circuit activation NRCs are applied in a non-
discriminatory manner to collocation customers and customers of
Bell Atlantic’s comparable services. Therefore, the overhead
loadings associated with the DS3 circuit activation NRC meet the
Commission’s requirement that overhead loadings for collocation

services must equal the loadings applied to comparable services.™?

1 Order at § 24

12 Expanded Interconnection with Local Telephone Company
Facilities, Memorandum Opinion and Order, 9 FCC Rcd 5154 at § 128,
(1994) .

11



(b)

LECs must identify the term of service that was assumed in
developing the overhead loadings assigned to nonrecurring
charges associated with virtual collocation services.

No term of service was assumed in the development of the

overhead loadings for any of Bell Atlantic’s NRCs.

(c)

LECs must explain why it is reasonable that their virtual
collocation tariffs apparently contain no provisions for
refunds of overhead contributions in the event interconnectors
discontinue service before completion of the term of service
on which the assignment of overhead costs was based.

This question does not apply to Bell Atlantic because no term

of service was assumed in the development of the nonrecurring

charges.

(d)

LECS must explain whether overhead loadings are recovered
through any nonrecurring charges associated with comparable
DS1 and DS3 services. If 8o, these charges must be
identified. If not, LECs must explain why the treatment of
overhead loadings on comparable services differs in this
regspect from that for virtual collocation services.

The same overhead loadings are recovered on collocation

services as are recovered on comparable services. See response to

(a) above.

12



INFORMATION REQUIREMENT::

(a) Bell Atlantic must explain why its virtual collocation tariff
imposes an $1,800 ©nonrecurring charge for complete
installation of a comparable DS3 special access channel
termination service, but requires interconnectors to pay
additional nonrecurring charges in conjunction with the
installation of virtual collocation services. Bell Atlantic
must specify the additional tasks and associated costs that
justify the additional nonrecurring charges it imposes in
conjunction with virtual collocation services.

Although collocation services and channel termination services
can be classified as comparable services, they are not equivalent
services. A channel termination is a standard high-capacity access
service which is provided in a uniform manner across Bell
Atlantic’s region. Interconnection services, on the other hand,
are individually-tailored arrangements developed in conjunction
with the collocators. Interconnection arrangements are unique
because the transmission equipment is designated by, installed for,
and dedicated to the collocator and each collocator in a given
office may designate different equipment. The specific activities
required to engineer and install the collocator’s arrangement are
recovered through the following rate elements which are unique to
collocation:

Design and Planning Fee: The design and planning fee covers

the expenses associated with advance planning and preparation

of a design proposal that will meet the collocator’s
requirements for its requested collocation arrangement. These

costs include the overall coordination of the project,

engineering layout and design of the collocation arrangements,

13 Order at ¢ 28.

13



and operations assessment of the impact of the introduction of
collocation to the central office.
Equipment Installation: Bell Atlantic outsources the
installation function for collocator-designated equipment.
The tariff rate was developed by requesting outside
contractors to provide estimates of the cost of installing the
collocator-designated equipment.® The functions that the
vendor will perform include engineering the equipment design,
installing the equipment and equipment bays, and testing the
newly installed equipment.

Cable Installation: The collocator provides Bell Atlantic

with sufficient cable at the manhole to reach the transmission

equipment. This cable is dedicated to the collocator and must
be installed prior to the activation of individual collocation
services.

Not until the activities described above have been completed
can the collocator request activation of collocation services. It
is the cost of service activation that is comparable for
collocation and channel termination services, not the unique
installation activities required to construct individual

collocation arrangements.?®

14 Collocators may choose to work directly with a Bell
Atlantic certified vendor or may become a certified vendor provided
they meet Bell Atlantic’s installation vendor requirements. If the
collocator chooses either of these options, Bell Atlantic’s
equipment installation fee will not be assessed.

18 The installation costs of Bell Atlantic’s comparable
services are capitalized and are recovered through the capital
costs included in the recurring charges for those services. There

14



All of the collocation installation costs do not recur with
each additional collocation service requested; only the $1,800
activation NRC is assessed each time a DS3 channel termination or
DS3 cross-connection is ordered. However, the charges referred to
in footnote 51 of the Order (design and planning fee, equipment
installation, and cable installation) are assessed only when a
collocator initially requests a collocation arrangement or when the
collocator’s equipment or cable capacity is exhausted or must be
re-engineered. These charges are spread among all of the services
provided through the collocator’s arrangement. Therefore, the per
DS1 or DS3 allocation of these unique up-front charges will vary

based on the collocation demand at a given location.

(b) Bell Atlantic must submit data showing the overhead loadings
and direct cost studies for all of the nonrecurring charges
associated with its comparable DS1 and DS3 services. Such
data must be provided at the same level of detail that is
required for recurring charges.

Bell Atlantic provided this information in its September 1,
1994 Tariff Review Plan ("TRP"). The appropriate pages are

resubmitted as part of Workpaper 3, pp. 3 and 6.

are no capital costs associated with the maintenance of the
collocator-designated equipment; therefore, the installation costs
for collocator-designated equipment had to be recovered through
discrete rate elements.

15



ISSUE B: ARE BELL ATLANTIC'’S MAINTENANCE-RELATED CHARGES
JUSTIFIED?

Bell Atlantic is not including a response to this issue
because an updated cost study is under development. A revised
tariff filing will be made on June 1, 1995 which will include rates
based on the updated cost study. Therefore, Bell Atlantic chooses
to devote its resources to developing this new tariff rather than

preparing additional justification for the initially-filed rates.

16
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BELL ATLANTIC
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ANNUAL COST FACTORS
D81 and D83 Channel Termination Services
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Workpaper 2
p.Sol4
ANNUAL COST FACTORS
D81 and D88 Channel Terminstion Services
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